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The Role of ORR in Economic Intelligense 


CLA/RR Project 351 


I. Introduction — What Is Our Problem? 


The purpose of this paper ie to set forth the nature and nacnl tude 
of the taske which the Office of Research and Reports, Central. Intelli- 
gence Agency, must perform to discharge ite new mission as set forth. in 
NSCID 15. This directive calle upon the Central Intelligences Agency to 
coordinate foreign econonic intelligence relating to the national. seourity 
throughout the US Government and to produce such sconcmle intelligence aa 
may be needed to supplement that which other agenties muet produce in the 
discharge of their regular missions. Thia paper ia concerned primarily 
with the producing rather than with the coordinating responsibilities of 
ORE. 


During the first half of 1951, ORR was engaged in taking an inventory 
of its ignorance concerning the econamy of the Soviet Bloc. The main 
purpose of this inventory was to establish a basis for planning 4 progran 
of basic research to which ORR should address itself, Sueh a program met 

' spring from a clear conception of why the US Government needs foreign 
economic intelligence, what foreign economic intelligence is, what role 
ORR should play in the total economic intelligence effort, and how the 
peculiar character of the Soviet econony and of our information about it 
influences the methods that we use, This introduction is devoted to some 
comments on these four topics. : 


A. 


Foreigm econontic intelligence serves at least five purpeses in the 
design of policies to preserve our national security. These five purposes, 
which should be kept continuously in mind in planning our economic research 
program, are as follews: 


i. To estimate the pagnitude of possible present or future military 
or other threats to ourselves and our allies. & potential enemy can under» 
take successfully only those military operations which its economy is capable 
of sustaining. In the very short run, its strength may be measured in terms 
of the manpower which it can mobilize and the stocks of finished weapons of 
war end military supplies which it has on hand, inoreasingly in modern 
times, however, military potentiel for anything but the briefest campai ons 
has come to depend upon the total economic rescurces available te a nation, 
including those necessary to support the civilian ecencmy as well, as those 
necessary to produce and operate the Instruments of war. 


Approved For Release 1999/09/10 “CTA- 82-00283R000100180017-0 


Approved For Releage 1999/09/10 : CIA-RDP82-002Q3jR000100180017-0 


Seah ES apn = 


A clear picture of the magnitude of the present end possible 
future military or other threat is needed to guide us as to the overall 
magnitude of the defense offert in which we must engage in order to prae 
serve our freedoms in the event of war. 


2. To estimate the ghergcter and Jooghion of possible present or 
future military or other threats. Deolaions which the USSR er eny other 
potential enemy make with regerd to how they will allocate their resources 

_. Limit what they can choose to do, If they elect to invest largely in 
' military installations in the Far East, their potential for attack in 
Europe is correspondingly restricted. This is not a matter of. judging 
their intentions but rather of seoing what limitations are placed on the 
courses of action open te them in the future by decisions which they make 
today about the alllecation of their tetal resouress. 


A principal purpose of thus estimating the character of 
military or other threats with which we may possibly be faced is to guide 
us in designing our.own defenga offort so that it will protect us against 
real rather than imaginary dangers. 


 3e To assist us in estimating, within the renge of the possible, 
the jutentions of the USSR or any other potential enemy. The etonomie 
resources of the oneny and their present distribution permit him. to 
select any of a range of possible or probable courses of action. Within 
this range certain economic events may furnish indications as to which 
alternatives the Soviets intend to pursue ami where and when. 


| These indieationa of intentions may be very important in 
assisting us to adjust our defense preparations to meet the most probable 
dangers, , 


Ae To help policy-makers decide what wo car do to Reduee possible 
or probable military or other threats by impairing an eneay's asonomic 
capabilities to carry then out. This ineludea measures that can be taken 
to weaken him in advance of hostilities ani thus delay or prevent his 
deciaion to engage in them, as welll as moesuree to weaken or destroy the 
econoule basis of his military power should he choose to ecamit it an 
general war, 


Eeonomie intelligence can help in suggesting such measures, in 
estimating their effectiveness, and in forecasting the enemy's probable 
reaction to them. 


So To assist in estimating the probable development of the relative 
strengths of the East and the Vest over the next fey years if global. hostili~ 
ties are avoided. A major purpose of theso comparisons ie to guide US poliay- 
mokera, The preceding four objectives are concerned with steps which the 
United States can take to defend itself against actions of a hostile powers 
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Equally important is the design of that political policy which will have 
the best chance of achleving our objectives without hostilities, Essential 
to the planning of such a policy is the most cccurate estimate possible of 
the relative economic strengths of both sides. There are equally grave 
dangera in a serious underestimate and in a asrious overestimate of future 
Soviet econonmle strength. Hither will produce policies more likely to bring 
on war than will an accurate estimate. The evaluation of Soviet strength 
implicit in various of the proposals for US policy now being advanesd in 
this country varies widely from great economic vealmerses to very considers 
able economic power. A primo goal of authoritative economic intelligence 
is to provide the information that will narrow the "guess area," 


ALL the studies that ORR produces should reflest an avarencss 
of these objectives of economic intelligences. . 


Erlefly, economic intelligence is intelligence relating to the basic 
productive resources of an area or political unit, the goals and objectives 
which thors in control of the resources wish then to serve, ami the waye in 
which and the effectiveness with which these resources are in fact eliocated 
in the service of these various goals. There ere a mumber of confusions as 
to the nature and limits of economic intelligence which call for clarification. 


1. In the first place, there iz sometimes a tendency to regard the 
whole of economic intelligence as encompassed in a mere inventory of avail~ 
able resources of labor, raw materials, and instrumenta of production, This 
inventory is a necessary part but only a part of the tote) etonenie problem. 
An inventory of resources by itself without an understanding of the goals 
which they are designed to serve or of the methods employed to allocate then 
in the services of those goals oan tell us little about capabilities, youlner- 
abilities, or intentions. The Allied Powers have a total steol capacity 
which is more than four times as great as that of the Soviet Blee, bat such 
a@ comparison is highly misleading. For the United Statea to achieve ites 
ninimm goals, even in a time of crisis like the pregent, steal munt be 
allocated to many uses which the Seviets regard ag of low or negligible 
priority. 


Furthermore, a modern cconomy is characterized by a highly 
complex web of interconnections ameng ite various parts. The capacities 
of the sconoay may be limited less by the over-all availability of resources 
than by a failure to keep all the complex interrelations in balance. Thus 
tank production, for instance, may be limited not only by the availability 
of steel from which to mazufacture the tanks but also by the steel available 
to make the rails and the freight cara necessary to carry steel from steel 
plants to tank plants, or, more remotely, by the steel required for the 
machinery neceasary to mine the coal to operate the railroads. Thus 
economic intelilgence mst be as much concerned with the goals which resources 
are to serve, and the ways in which they are related te each other, as with . 

. the physical inventory of the resources thenzelves. 
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2. Another problem relates to where econanic intelligence leaves 
off and political, military, and selentifiec intelligence begin. Since the 
social orgeniem is a vhole and these waye of dividing it are semevhat 
arblirary analytic inventions, precisa Lines between the segments ara 
impossible to draw, In very rough terma, sclontific intelligence fallows 
the progress ebresd of new selentifMic ideas through the resverch and 
develorment phases. When these techniques and methods begin te be employed 
broadly in production, they boeone the province of esoncmle intelligence. 
Militery intelligence is concerned with the charactor and capacities of 
the military establishments of foreign countries ard with forsign targete 
for our own military efforts, Where the character of the military establish 
nent depenis upon rates of production er where the target of cor military 
effort is the economy of the potential eneuy, the lines between military and — 
economic become blurred. The ovtput of final military equipment ani the 
physicel targets on which our military forces must concentrate are clearly 
a prime concern of military intelligence, On the other hand, scononica 
analysie is required to portray the complex nexus of esoncads support on 
which military production depanda and to pursues the econonie chain 
reactions which might result from the destruction of particular producing 
faciliticaa, 


The overlapping between polities] and ssenaniec intelligence is 
even greater. One of the best ways of studying ths geals whieh a collecti-~ 
vized state wishes ita economy to serve is to arening the Institutional 
machinery that it eatablishes to guide econonic processes. Thus cartain 
of the institutions of goverment, although in a senge political phenonena, 
may have profound econonle significance. On the other hamid, econemic condiea 
tiona are of course an important determinant of the attitwies, Loyalties, 
and composition of politically important groups. In these borderline areag, 
it is the purpose and object of investigation rather then the disciplines 
employed thet determine whether intelligence is properly to ba termed economic 
or politieal. é 


3o A final point of importance which the enalyst must keep in mind 
is that econemic intelligence is not alwaya the same thing as economic 
information. Even the most basic econanic intelligence should always be 
produced in relation to the neede of seme intelligence consumer, The Central 
Intelligenes Agency is charged with producing foreign seoromie intelligence 
relating to the national security, and the consumers of its preduct aro 
those US Gevernmont officials charged with guerding the national security. 

A vast, amount of information «~ indeed, almost all information <- about 
foreign econemies may be relevant te national security problems, but it is 
not econonie Intelligence until its relevance to those problema da made clear. 
It da the fimction of intelligence not te warsue knowledge for ite own sake 
but rather to throw light oa the probable consequences of present or firhure 
action. Though the intelligence analyst is not a policy=neker, he must 
constantly strive to keep in mind the relovaneo of information te policy 
problems, which alene can transform information into iatelligence. 
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Many US Government agencies are engaged in the production and 
collection of foreign economic intelligenee. Therefore, wo cannot 
Gotermine our program of research on the bavis of the foregoing statement 
of the purposes and nature of econonic intelligence alone. We mst also 
consider how our activities can be made to reinforce rather than to 
duplicate the great amount of work which others must carry on in the dip= 
charge of their own missions, Our recent survey of foreign economic 
intelligence throughout the US Government suggests a mmber of conolusions 
as to what the focus of our activities should be, 


1, First, our survey rovealed that one cf the most urgent needs 
of tho Goverrment ie for some central spot where all the economic 
intelligence cellected and produced throughout the Goverment can be brought 
together and focused on national security issues. In recognition of this 
need the National Security Cowell has directed that the Central Intelligensa 
Agency shell perform this coordinating fumetion, Although this paper is 
directed at cur production program, our plans for intelligence production 
within ORR must take full accomt of these coordinating responsibilities 
which go along with our substantive effort. 


2. A second conclusion of our survey has been that the area most 

. in need of substantial additional. ecenante intelligence effort is the 
Soviet Blec. This is partly because the Iron Curtain has made access to . 
Soviet etononle intelligence nore difficult, partly because the Soviet 
economic potential fe perhaps the most critical key to our national security, 
and partly because, for a variety of reasons, the econunic potential ef 
other areas erueial for our national securliy, such as Weatern Europe, has 
‘been much more extensively studied, The mature economies of Western Europe 
have long been an object of study by both eeademic and govermnental 
economists. The Europoan Recovery Program has stimulated intensive analysis 
of the characteristics, needs, and prospects of the Marshall Plan countries. 
Thus the economic research effort in man-hours directed at the USSR and ites 
Sateliites has been vastly leas than that applied to Western Europe, although, 
because of the Iron Curtain, the effort required to produce cemparable under 
standing ia many times greater. Fox these Peasons, we have conclwied that 
the principal effort of ORR in intelligence production must be focused for 
the immediate future on the economic problems of the Soviet Bloc. 


3. We began this research effort with an inventory of eur knowledge 
of the USSR itesif. This, of cotirse, 1a only a part of the problem. The 
economies ef the European Satellites, whose analysis was cur second task, 


FRANC LE ARAN ERD 

* The Soviet Bloc excludes Yugoslavia and Finland and includes the European 
Satellites (East Germany, Fast Austria, Poland, Czechoslovekia, Rumania, 
Hungary, Bulgaria, and Albania) and the Eastern Satellites (Cemmmist China 
and Communist Koroa). 
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are likewise crucial to the Seviet econantc potential, Reeent evente 
have highliphted the inpertance of China to our estimates of Soviet 
strength and intentions. A final source of Soviet strength, which mis: 
be another object of our efforts, is the resourcea that the USSR could 
draw upon either now or as a consequence of future developments outside 
the present boundaries of the Bloe, 


acale and of sufficient depth to provide a mush firmer factual founda~ 
tion for the estimating process than economic intelligence has bsen 
able to produce in the past, 


There are a number of special characteristics of the Seviet scononic 
intelligenee problem which shape in important ways the methods that can be 
used to study it. These are not, however, all characteristics which make 
the problem more difficult than that of other areas. We may considers first 
some of the things about the Soviet economy which simplify our problem and 
then leok at some of the factors whieh make it difficult, 


1. The fact that the Soviet econcmy is centrally planned to achieve 
the goals of a smell group of men acting collestively facilitates analysis 
enormovaly. In the free economy of the United States the tastes and desires 
of 150 million different unpredictable people all have an influence on what 
in fact cecurs. The behavior of major sectors of the economy is greatly 
affected by the individual plans of countless consumers, each with a 
different and somewhat unpredictable quantitative weight. In the USSR there 
ia one #et of plans whish douinates all others. Thus it is only by in 
advertence that anything can cccur which, from the point of view of the 
master plan, is irrelevant or unimportant. This makes the second job of 
economic intelligence described above — namely, the elucidation 2f the goals 
and objectives which thoge in control of resources wish then to serve «= a 
great deal. easier, Almost anything that happens can give us some clue, 


2. A related point, true to some extent of every economy but 
especially true of the Soviet, is that everything depends on ever 
elise. The interconnectednoss of the economy and its subservience to the 
master plan mean that there are many different ways in which an econonie 
fact can be ascertained, Steel production ean be estimated directly fran 
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with steel, or from the capacities of transportation factiities serving 
the steel industry, The leck of direct evidence on same of the things 
that we most want te know, as revealed in the results of our inventory 
of ignorance, emphasizes the very great importence of giving priority 
to the interrelations of the parts of tha econeny. Thus the third task 
of economic intelligence, to explain all the complex ways in which 
resources are in fact allocated to various uses, is peevliarly easential 
to building a consistent pieture of the Soviet econony. 


3» A third fact that shapes our methods is that technology and 
the laws of nature are no respecters of iron curtains. The Seviets do 
many things differently from the way in which we de thez, but in many 
other things they have uo choles but to follow the enly industrial 
technique that exists. Thus the electrolytic precess which preduces sodium 
hydroxide and chlorine inevitably produces them in the samo ratio in the 
USSR as in the United States. We can learn many of the technical limita. 
tions on what they are able to do from a study of US industrial practices. 
But this must be done with care, since we kmow that in gone cases the 
Soviets appear to be incapable of applying cur techniques sven where they 
know about them, whereas in other cases they have devised superior methods. 
Nevertheless, with appropriate caution, useful first approximations ean be 
reached by the comparative method. 


One implication of thie for ressarch plana ds that there must 
be present. in our work a much heavier dose of technical and engineering 
thinking than is customary in economic studies. 


4. A characteristic which has advantages end disedvantagas ia that 
prices, markets, anf money flew, the steck in trade of much economic 
analysis, heave limited moaning in the USSR. Wo are spared the uncertainties 
of the capitalist business eyele, and monetary diclesstions area of little 
Significance. On the other hand, we are largely dented the benefits of 
money as & common measure of otherwise inceamensurabic activities. Most of 
our thinking must be not in torms of rubles but of tenes and bushels and 
bales, of numbers of machines of inmmorablo different kinds, of car-miles, 
kilowatts per hour, and the like. To add all these things up te an index 
of capabilities, we must concoct our owm ecamon measuring rod, a task of 
no small complexity. 


Se On the negative side is the obvious fast that snformation 
currently coming out of the Soviet Blee is very limited indeed. This does 
not mean, however, as is sometimes concluded, that our knowledge ia 
inevitably correspondingly limited. Radical economic changes do not cecur 
overnight even in the USSR, and information on earlier periods is a good. 
deal more abundant. Pieedng this together with what we are getting LAT» 
exercising seme ingenuity in making inferences from the Imoviabout the 
unknown (through the interrelations of the econcy), and directing the 
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collection of crucial missing pieces of information through the channels 
available to us, it is possible to put together a gurprisingly reliable 
picture, What the scarcity of current information means ia not that 
va are condemned to ignorence about the Soviet economy but rather that 
to find out what wo need to know takes a great many more hours of paine 
ataking research, of imaginative interpretation, and of fitting andi 
adjusting than would be necessary in the study of an open economy. The 
documentation of this conclusion ig to be found in the cetimates of 
research time required which were complied by the varlous divisions - 
during the course of the inventory. 


6. A final characteristic of the Soviet problem is that becauss 
of the costs and difficulties of collecting information, moh mere time 
and thought must be devoted to determining what pleces of additional 
information would be most revealing if we could secure thems This 
point should not be overemphasized. As the inventory discloses, the 
information required to give the ansyers that wo need about a good 
subjects is believed to be largely available in Washington. In those 
cases, what is needed is principally much more intensive Bintang ling of a 
rather lowegrade ore. In other eases, however, field collection appears 
te 8 6 way of filling in certain critical gaps. In studying 
ah open econouy one would normally ask for mich more information than 
one expected to use and then sort out the useful parts when it camo. 

‘When the cost of informetion in money and lives is high, however, much 
more careful consideration must be given to which pieces of information 
are the vital ones. One of the principal responsibilities of ORR is to 
give this kind of guidance to the information collecting agencles. 


The considerations set forth in this introduction do not determine 
the details of cur reséarch program or of our mothed of tackling it, but thoy 
do provide a framework of ideas within which the rescerch program may be 
carried forward. The next tesk ie to spell out method and content agnewhat 


more precisely. 
Ii. General Methods —— Hoy Shall Wo Go about It? 
A. The 


The central question of how we should allocate our time has alresdy 
been referred to. The problems to whose solution we are agked to contribute 
are very urgent. Events will not walt for the omlerly, patient, exhaustive 
research which elone can give satisfactory answers to these problems. If 
we were to devote ourselves exclusively to enessing all the facta we need, 
we would have te toll harried policy-makers that we would be glad to advise 
them —— beginning in abowt 2 years. We neither should nor aan stay in en 
ivory tower thet leng. Even if i% were possible to devote ourselves 
exclusively to exhaustive and encyclopedic studies for the next 24 mouths, 
it is highly likely that at the end of that peried many of the problens 
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that we would be asked to help with woulld have chenged so that our regults 
would no longer be partieul.erly applicable. 


On the othor hand, if we succumb completely to the very real pressure 
wpon us te answer ali. current requests for prompt iuformation, wo will never - 
have sny information better than the slim fragueats that we can now supply « 
Thus our dilemma is, in a senee, whether to be encyclopedic ant irrelevant 
or. operational and Incempetent. — 


Clearly the only telerable solution is a compromise betwean these 
two extremes. Wo mist try to ansver the mest important of the problena put 
to us from day to day as qvickly and as conpstently as possible. But we 
must reserve a major part of our snergies for impreving the foundation of 
knowledge from which better q™uick answers ean be given. 


The necessity for this compromise haa two further implications. 
The first ia that it is poesible te pursue this twofold objective only if 
wo have a certain minimm cf research resources substantially larger than 
that which the US Gevernment hes allocated to these problems in the past. 
Thies minimum wa ara on the wey to assembling. 


The other implication of our compranise is that sines we cannot hope 
to have: enough resources fully to exploit all the available information about 
the USSR, we must be very eure thet we use our searce rescarvh resources to 
fill in those areas of our ignorance which most seriously Limih our estimating 
ability. We must concentrete our ecarse manpower on finding out these things 
that the US Goverment needs to know most. The identifiestion of these 
priority areas is one of the most pus2ling probleng facing intelligonne. 


B. Rou. de we determine bapie research priaritioa? 


Lo The most seductive answor to this question 1s couteined in whet 
we may call. the "bottleneck fallacy." Sdneo economic warfare, cold or hot, 
was first thought of, econaxiete have sought for the bettlenesk, the single 
critical item, the key facility without which the cneny'a military econo 
would collapse. The history of the. search for such bottlenecks ia a record 
of fellure, confirming the sconomist's faith that, given a Little tins, 
resourcss are highly substitutable for one another, This does not mean that 
economic warfare is bound to be ineffective. On the contrary, the very fact 
that rosources are interchangeable means that to deny an enemy any resoures 
is to weaken directly or indirectly his military potential. This is parti- 
cularly true in an econeuy which, Uke the Soviet, has for years been directed 
toward a single set of goals. Any economic activity recognised by the Kremlin — 
ag not essential to these gosls would have been abandoned long since. Thus 
vherever wo make an economic attack upen the USSR, it ie likely to hurt. But 
it is a delusion to axpect thet a Limited attack upon a small segment of the 
Soviet economy will cripple Sowiet strength, It ie uot the cepaslty of a 
particular facility or the availability of a particular commodity which 
ultinately limita the capabilities of the Sovieta so meh as thelr total 
resources and their ability to organise them effectively. 
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Thie does not mean that all things are equally inportent. The 
selection of the more critical commodities and industries ia one way of 
cutting the preblem down to aize. But when one has done all the pruning 
possible, the mmber of critiesl sectors of the economy remains tee great 
to tackle them all exhaustively at once. 


2. A second method of determining priorities for research is to 
see what basic research would be most relevant to the problems to which we 
are being asked to give current answers now. The dangers in this probleme 
approach to priorities are obvious, It leads one always to concentrate 
one's research on yesterday's rather than on tomorrov'a problems. Basic 
regearch, by definition, tekes time. ‘The problems vhich may be urgent — 
when the basic research that we start today is finished cannot be clearly 
foreseen and are almost certain to be different from those which are 

us now, : 


Furthermore, any attempt to list even the most urgent of the 
problems facing us at the moment reveals how many there are and how ‘much 
of the total world economie picture is relevant to their solution. As 
part of our study of foreign economic intelligence for the Natéonal Security 
Council, the Central Intelligence Agency attempted to outline the require~ 
ments for such intelligence in terms of current problems. A very incomplete 
sample yielded a list of 42 top priority problems, some of them as broad as 
the total militery petential of the USSR,* . 


Again, we cannot wholly discard this criterion. We mst try to 
foresee tomorrow's problems and guide our research accordingly. There are 
some aspects of the Soviet economy which we can take the riak of neglecting, 
But we must do a broad enough job to hedge ourselves somewhat against the 
errors in our own forecasting. ‘ 


3e A third possibility is to take seme aspect of the study of each 
commodity and concentrate on that aspect alone for all commodities across 
the board. Thus one could take some section of the Outline for a Basic 
Commodity Study used in the preparation of the inventory and f111 in that 
section for every item first, leaving other sections until later. One could 
devote the entire energies of ORR to the study of requirements, for example, 
or to techniques and methods of production, or to the organization and plans 
for each industry, or to levels of output, or to some other aspect. 


This principle of selection is almost certain to be unsatisfactory 
by itself, since the answers to most of the questions which policy-makers are 
going to ask involve putting together all of the parts of a basic study to get 
at the conclusion. Thus an estimate of capabilities requires an estinate of 
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* "Foreign Economie Intelligence Requirements Relating to the National 
Security," Appendix B to Memorandum for the Intelligence Advisory Committes 
from the Director of Central Intelligence, dated 31 May 1951, 
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the balance between supplies and requirements to achieve whatever may be 
the goals and plans of the Soviet rulers. An estimate of vulnerabilities 
involves a knowledge of the availability of materials at present production 
rates and also an estimate of how goals and plans would be affected if that 
availability were to be cut by our action to a point far below requirements. 
If the design of a basic study is properly drawn, information about all. the 
parts of that study is required to arrive at conclusicns, and no single part 
can be left out entirely if satisfactory conclusions are to be reached, 


4. The investigation of each of these methods of determining 
priorities on our research time leads us back to the unacceptable conclusion 
with which we started —~ nemely, that the encyclopedic and exhaustive 
analysis of most of the parts of the whole economy is the only way in which 
we can arrive at sound and authoritative answers to the questions that are 
boing asked. But we have already determined that we do not have the time 
or the resources to carry through this number of systematic basic studies 
from beginning to end. How, then, can we resolve this puszling dilemma? 


The anawer is suggested by locking at the present state of our 
Imowledge. What we have just proved is that we need to know sanething about 
most aspecta of most sectors of the Soviet economy to make a sensible estimate 
of capabilitics, vulnerabilities, or intentions. But we have not proved that 
we must Imow everything about every aspect. What we already know permite us 
to set certain outer limits to the area of the possible. We lmow the Soviet 
Union is at least capable of certain minimum actions, and we can set certain 
ceilings on what they are sf moat capable of. Our problem is to bring the 
“at least® and the "at most" closer ond closer together. This calls for a 
research program guided by what we may call the method of successive 
approximations. 


Cc. 


i. The firat step in the Method of Successive Approximations is to 
lay out in general terms the specifications of whet you would like to km. 
What is the list of a1 the significant industries, commodities, and services 
vhich shovld be studied, and what are the principal problems about then which 
we would like to solve? This was the first assignment in our inventory and 
resulted in the outlines produced as a guide to it. 


2. The second step is to see how much of the outline you can £411 
in and with what degree of precision. This will reveal that our information 
about some aspects of each of our problems is better than our information 
about other aspects. It may not be very good. The best information thet 
we possess may heve a very wide margin of error, but other parte of cur 
outline will be still weaker, Our inventory was designed to bring us through 
this second state — to tell us what we know and what we do not mow about 
each of our major problems with respect to the USSR, It has revealed what 
it was intended to show — namely, that our ignorance of certain importart 
matters is mich greater than our ignorance of others. 
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3. The third stage of our Method of Successive Approximations 4 
to concentrate our most earnest efforte for a brief period on the important 
parts of our problem which we know least about. This dees not mean that we 
seek authoritative or final answers in these areas of ignorance but merely 
that we focus on them until our knowledge is brought up to a level. equal to 
or somewhat better than our knowledge of the other parte of the picture, 


4. When we have been working in this manner on weak spots fora =, 
period of 2 or 3 or 4 months, we must stand off and take another leok at 
where we are then in relation to the total outline, The week spots may 
still be weaker than anything else, or we may have gone far enough with 
them so that, although we still do not know much about them, they will be 
in better shape than what formerly was our best evidence, If cur second 
over-all look reveale this to be the case, wa must tackle vhatever other 
sectors of our problem area now the weakest, not again with the notion that 
we are going to find out everything about them, but only that we are going 
to work on them until our ignorance of some other matter requires more 
pressing attention. In this businesa, knowing a little about a great many 
things is likely to be more helpful than knowing everything about a very 
few things and nothing about others. Each substantial drive to cover an 
area. of ignorance must be intensive enough and substantial enough to permit 
us to make real progress toward solutions and not merely to hold our own. 
On the other hand, it mst not be pursued with such perfectionist seal that 
we neglect other areas in which our ignorance may be enly slightly less 
serious, . 


5. In summery, the Method of Successive Approximations involves 
a repeated cycle of review and examination, planning, and several months* 
production followed by another review in the light both of progress and of 
changes in the character of the probleme to be solved. We havo devoted a 
good deal of time resently to the review and planning phases and are now 
launched upon a production program. Sometime in the fall, another cycle 
of review and reexamination of plans will be called for, 


ere. Cob see's) 4 Ete ee 


In attempting to apply the Method of Successive Approximations, 
certain common problems and difficulties arise which are worth a brief coment. 


le A particularly bothersome problem is that the things which we 
know least about, and thue the things which it is most inportant to study, | 
are likely to be the things on which we have least information. In general, 
we know mere about rates of production of important commodities and producta 
in the Soviet Union than we do about patterns of distribution of those 
products, This is partly because much more evidence is avallable on rates 
of production. The temptation is to study the material that we have and 
draw such generalizations fron it as 1t seems to contain. 
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In terms of getting answers to our vital problems, however, w? 
cannot permit the available evidence to dictate the nature of our inquiry 
too completely. Several weeks spent searching for every possible way to 
button down an illusive fact by ingenious reasoning from other related 
facts, by working out limita on what its magnitude could possibly be from 
what we know about other parte of the econcemy, or by laying on collection 
requirements may be worth many times the same amount of time devoted to 
extracting, setting down, and presenting all the facts that may happen to 
be in a given body of documents. 


Both methods mst be employed. Until we have systematically 
examined the available material, we do not know what can be got out of it. 
But the material available was not designed to answer our questions, and 
4% must be made to be the servant of our investigation and not ita master. 


2. An irritating feature of the Method of Successive Approxima~ 
tions is that it may woll involve us in going over the same material several 
times in search of the answers to a series of different questions. This 
repetition is unfortunate and can be avoided to some extent by inverting 
some time in indexing and abstracting, either by ORR anelysts themselves 
or by an expanded steff in OCD. If, however, we examine exhaustively all 
the material available to us for every implication that it contains the 
first time wa study it, we will not complete our investigation for DANY » 
many months. It is unfortunate that research by the Method of Successive 
Approximations involves acme waste and some repetition, but it is better 
than being able to preduce no answers until 1954. 


3. The natural instinct of the researcher who has plenty of tine 
is to follow the logical process of trying to build up a picture of a 
whole sector of the economy by Mirst getting an idea of each of its smalier 
component parts. Thus the logical way to estimate the value of resources 
used in chemical production is to find out what resources are used in the 
production of each of the many different kinds of chemicals. Again thie 
logically involves breaking each particular chemical into the quantities 
produced 4n each specific plant. This suggests that the first step in 
answering the over-all question 1s to try to identify all the physical 
producing facilities and their capacities and rates of operation. In mary 
cases, however, a first approximation to the aggregate figure ean be achieved 
by short cuts whieh avoid the necessity of knowing whet in detail 4t is made 


up of. 


Thus one can start, for example, with total resources engaged in 
chemical production in the United States, or in the war econony of Nazi 
Germany, a8 a proportion of total resources. One can then consider known 
respests in which the proportion in the USSR must deviate from these examples. 
Soap is rare in the USSR, and every household does not have its DDT spray. 
Such estimates of the whole before you know the parts usualiy have wide 
margins of error, but when current problems are pressing, they are frequently 
better than nothing at all. . 
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4& Finally, for this method to be effective, it should ideally 
de eppiied not simply to ORR's achedulla of research production but to that 
of . US Goverment es a whole. Our delineation of areas of ignorance 
showld be on a Govermnent~wide basis, and our production to renedy these 
wealmesses should be planned in collaboration with other agencies so that 
we do not all concentrate on the same gaps at ence. As the coordina 
pert of our activities progresses, it ahould be closely integrated with 
eur production so that the Geverment as a whole may approach more rapidly 
an adequate unierstanding of the Soviet econany. 


Our inventory was designed to reveal our major areas of ignorance 
as ea basis for planning our future research production program. In trying 
to ze on what we have learned from this study, we face the problem 
thet just as there are many ways of classifying knowledge, so there are 
nany ways in which we can classify areas of ignorance, We oan do this in 
terme of commodities, industries, or services about which our general 
economic imowlodige ie particularly weak; or we can consider those aspects 
of our knowledge which are weaker for all commodities than other aspects, 
guch as, for example, production, distribution, requirements, stocks, 
techniques, etc.3 or we ean consider which of the basic purposes of economic 
intelligence we are least well-equipped to serve, such as the study of 
capabilities, vulnerebilities, or intentions; or we can look at our weakness 
in terns of the three fundamental aspects of the economic problem described 
at the beginning of this paper « namely, the estimating of the productive 
resources of the economy, the understanding of the goals and objectives which 
those in control of the resources wish them to serve, and the ways in which 
the resourees are in fact allocated in the service of these goals. 


An attempt is made in this section to suggest what seem to be same 
of the most serious wealmesses in the present knowledge of CRR as revealed 
by our inventory, Each of these weaknesses is drawn from a different way 
of locking at our problem. Thus they are not commensurable with each other, 
in many cases they overlap, and hence they do not add up to any single 
priority principle for determining what we should do next. It is inherent 
in our problem that we require studies based upon a wide variety of different 
ways of slicing that problem into its pieces. Indeed, we mst be constantly 
alert for still other ways of subdividing the issues to be tackled vhich may 
throw more light on certain of eur questions than any of the ways we have 
thought of so far. 


Tt should also be kept in mind in what follows that the generalisations 
made in this section apply in different degrees to different branches of ORR. 
There are certain wealmesses that appear to be generally prevalent in much of 
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our work, but their relative importance varies widely from branch to 
branch, 


Finally, in planning our work in such a vay as to limit the arver 
of ignorance described below we mast make full allowance for the resea:ch 
amd production plans of other agencios, Since whet follows has not beox 
discussed outside the Central Intelligence Agency, cur plans will pre= 
sunably be modified somewhat as a result of disensaions in the Economie 
intelligence Committee as to the plana for intelligence production 
throughout the Government. . 


Be 


Zn most sectors of the economy we appear to know a good deal more 
about the resources and facilities of the Soviet Union than we do about 
what the Soviets are trying to do with those resources and facilities, 
Broadly speaking, we believe that they are trying to devote them to the 
dnerease of their military strength, but we cannot go far beyond this 
master generalization into vhat products end uses are ragarded as most 
important, what will be given priority in the event of a shortfall, an’ 
why, and what goals and objectives will shape the future develepnent of 

. thelr economic program, 


We have, of course, a separate branch whose fimotion it is to stady 
economic organisations and programs aa such, but the offort noeded in this 
field is mch broader than a single branch can make sid much more intinately 
tied tn with the problema of each of the other branchas than might at first 


appear. 


Superficlally the problem of how wo go about the study of goale 
and plana is a difficvlt one. The USSR has publiehed Syear plana in ths 
past, but there is considerable doubt as to whether it will continue te 
do this in the future. In any case, these plans have contained cnly the 
broadest sort of production targets, with no analysis of the reasons fer 
them or of their relative priority. In this ease, as in many otherg, 
however, we can learn mich more by indirestion and inference than at firat 
Bppears oy 


In the first place, the plans themselves heve many inplications 
which need further study. Goals for a series of intereennected comodities 
such as coal, steel, railroad equipment, ete., can be studied to sea hey 
the pieces fit together and what they inply as to the desired pattern of 
use of regeurces. 


4 gait the second p}acey wo can legrp 4, grest deal abowt thd plans and. § 
gbals éf the Soviets the structure of: the organization set up to achieve 
then, Thé ministries established, the brealsioun of functions within those 
ministries, thé distribution of authority between Moscow and regional 
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headquarters, the kinds of people appointed to handle the various jobs 
thus defined, can all give us much information about what the USSR is 


trying to do. 
pointed out, we are helped in this investigation 


Finally, as already 
by the fact that everything that happens in the USSR is intended to contribute 


to the central design. The study of all kinds of events can thus give ue 
hints which can be pieced together inte a picture of what the authorities 
are trying to do with available resources, Information on diversions of 
material fron one use to another, priorities on transportation, marked trends 
in the production of particular commodities, exhortations to workers in 
particular areas, and literally thousands of other things of vhich news 
reaches née give us clues in putting together the pattern of Sovist sconcmic 


o 


The pattern will not emerge automatically, however, from a passive 
examination of the material, ‘We must seek the answers systematically by 
initiating special projects on Soviet organization, on Soviet plans, and 
on Soviet goals as revealed in events. This is one field in which many 
of our branches need te eoncentrate a larger part of thelr efforts for the 
time being than they have done in the past. 


A related but different weakness is the lack of adequate attention 
in the past to seonomic indicators of the military intentions of the USSR. 
We have been talking above of the general economic goals of the Politburo 
and the elucidation of what the Soviets are trying to do with their total 
resources. We can look at the same problem from the other end, ezamine all 
of the alternative courses of military action open to them, and then try 
to see what observable esononic events would take place differently today 
if they were planning one course of action rather than another in the future. 
The evidence to be examined in answering this question will, in most cases, 
be the same evidence that we have been exanining to estimate capabilities. 
What we need is to establish some machinery for periodically focusing our 
minds on the evidence looked at from this point of view. A contimuing office 
project designed to do this is being planned. 


D. 


Partly because ORR is a ayaa largely by industries, sommodities, 
and services, there is a tendency for us to concentrate too heavily on 
techniques, facllities, and rates of output in the separate sectors of the 
economy and to pay too little attention to the way in which they are related 
to each other, This shows up in our inventory in the great relative wealness 
of those parts of the papers which call for information on the demands of one 
industry for the products of other industries or sectors (input requirements) 
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ani those sections devoted to the pattern of distribution of an industry's 
output avong other industries or final consumers, 


likewise are focusing their attention on individual fecilities and their 
productive capacity. As suggested earlier, however, the capabilities aryl 
especially the vulnerabilities of the Soviet econeny probably depend mich 
more on the efficiency of the connections between its parts then on the 
Yesources available in any one sector. 


Like all of the judgments of this section, thie is an estimate 
of relative and not of absolute vealness. Some notion of how mich of a 
commodity 4s produced is clearly a prerequisite to an estimate of where 
that production goes, though in actual analysis it 4s frequently possible 
to reverse the logic and estimate rates of production from what we know 
must be the distribution, Thus it may be very useful to try to estimate 
the consumption of electric power in the chemicals industry before ve 
have firm evidence on either the total production of electric power, plant 
by plant, or the tetal production of each of the many special kinds of 
chemicals that require electric power in their mamfacture, 


There are many ways of getting at an estimate of this Icind indirectiy, 
One can take parallel experience in a mmber of other countries, noting the 
correlation of thie figure with other quantities that ean be observed in the 
USSR. One may have information about the general geographic leeation of 
production and the character of the power grid serving these areas. Merging 
of error in this kind of caleulation are usually very high, but it may be 
possible to set limits on orders of magnitude which bring our ignorance about 
these factors below the level of our ignorance on other matters, 


There are various ways in which our efforts on interindustry relations 
can be intensified, In the fMrst place, in basic studies on particular 


@ problen for both the Aircraft Branch and the Nonferrous Metals Branch, 

Te insure that a spotlight is turned on some of the more important of these 
interindustry problems, it is proposed that a number of joint projects be 
set up to make estimates of this kind, 


As the number of sectors of the economy involved in such an inter- 
industry study expands, it becomes the concern of most of ORR. We have 
initiated ons project, the study of the pattern of utilization of energy 
pense in the USSR, which will require contributions from virtually every 
branch. 
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Our inventory reveals that we are almost totally ignorant as to 
the burden placed upon the economy by specific military operations of various 
kinds. Ina sense, this is a special instance of the general point just 
discussed, Military operationa can be conceived of as a consuming sector 
of the econemy. The relations between military consumption and the industries 
and services which supply it can be regarded as one of the most impertant 
cases of interindustry relations. Here what we need to Imow goes beyond the 
actual distribution of products and services to militery use at the present 
time and encompasses a study of what that distribution would be under 
various alternative assumptions as to the nature of possible future military 
operations. This clearly 4s a kind of study in which the military intelli- 
gence services must play a major role. 


We should look to A=2, G2, and ONI for estimates of the valume of 
military end itema required for and consumed in probable operations of 
various kinds. The burden which these rates of consumption of men, muni=- 
tions, weapons, and supplies place upon the producing facilities turning out 
the final military product is a problem which the military intelligence 
services and qurselves will have to work out jointly. 


As we move farther up the chain of production, going from tanks to 
parts to steel, frem planes to instruments to vacuum tubes, from bombs to 
TNT to ammonia, we move into areas where the responsibility resta squarely 
upon us. Thus in the field of interindustry relations generally, special 
importance attaches to the relations between industries which directly or 
indirectly serve a military effort. Our role in the enalysis of weapons and 
ammunition should focus especially heavily on what it takes to make those 
things end thus on the implication for the rest of the economy of whatever 
levela of military output the defense agencies estimate are needed for various 
types of military operations. ; 


This 4a discussed in detail in the reports of the separate divisicna. 
Broadly speaking, as might be supposed, our principal gaps in ORR are in those 
areas where we have had no analysts available to work on the problem. Several 
are urgent and outstanding. For example, we have no satisfactory analyace 
in the Central Intelligence Agency of the general field of construction of 
all kinds in the USSR, This is important for many reasons. Construetion 
absorbs a very large volume of resources, places a heavy burden on the 
transportation system, and is an important requirement for military instella= 
tions of all kinds as well as a prerequisite for industrial expansion, 
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Another outstanding wealmess is in the comminications field. The 
technical side of this problen is well«covered by OSI and other agencies, 
but the relations between commmicationg and all other industries are almost 
untouched. This includes an analysis of the requirements laid upon the 
communications network of the Seviet Bloc by the needs of the Bloc's econanic 
system, 66 well as of the volume and character of Soviet resources required 
to sustain and expand that network. 


their vulnerabilities to the interruption of the supplies that they need, and 


Many of our estimates of Soviet capabilities and vulnerabilities are 
based upon the assumption that the Soviets are using methods similar to ours. 
in computing input requirements for a-given output, we must frequently fall 
back on US experience, Yet we know that this is in many instances grossly mise 
leading. For example, the US coal miner produces on the average about four 
times as much coal per day as his Europsan counterpert. In other respecta, 
Soviet techniques may well be ahead of ours. Unless we can set limita to 
the possible range of technical methods that the Sovieta may be using, our 

_ estimates will be subject to wide margins of error. 


This information is not easy to get. We know or can learn a good 
deal about prewar methods, both frem the literature and from the people who 
participated in the design of their industrial economy. We can, of course, 

' find out what went to the USSR under Lend-Lease. For more recent information 
we must depend on the visual observations of defectors, prisoners of Waly, 
occasional travelers, and the like; on items in the Soviet press, radio, and 
technical publications; on inferences fron what we can learn about inputs 
for given outputs, etc. We must have more studies on Soviet industrial 
techniques, , 


He 


In a broad sense this can be desoribed as the need for more attention 
to trade. We have examined in our recent vork on the European Satellites some 
of the ways in which they are dependent upen the USSR ani the USSR in turn is 
dependent upon them. A mator gap revealed in this project, however, was the 
absence of even approximate information on the canposition and volume of 
intra-Bloc trade. Studies on China have revealed a similar wealmess in our 
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lmowledge of what China is getting from and giving to the USSR. 
Of equal importance is the development of more information on the 


interdependence of major areas within the USSR itself. To what extent 


doss the Soviet Tar East depend for ites economics potential upon its 

somewhat temous comections with the rest of the Soviet Union? How self= 
sufficient is the Urals industrial complex? What are the economic relations 
between the Caucasus and other Soviet areas? These questions are important 
to the analysis of the capabilities of transport, power, and communication 
nets; of vulnerabilities of many kinds; and, to some extent, of intentions. 


I. 


Almost any investigation of a major sector of the Soviet economy 
leads one back to the problem of how to add up incommensurables. Suppose 
we can astimate the output of various kinds of machine teols. How are we 
to measure changes in the total economic effort that goss into machine tocl 
production as the composition of output changes? It is common knowledge 
that the prices put upon goods traded by the USSR with the Satellites are 
sharply distorted for political reasons. What then is the over-all volume 
of trade between the USSR and Hungary in each direction? How does the 
proportion of Soviet resources being devoted to expansion of productive 
facilities compare with that, say, in “estern Europe? One 1a stopped on 
the problem of how to measure resources devoted to such expansion. 


This is a problem on which a good deal of work has been done outside 
the Government. Perhaps more can be put in progress by external research 
contracts. But a good deal of effort 4a needed to bring the results into 
auch a form that they can be used to answer pressing problems now baffling 
Goverment analysts, 
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